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DETAILED ACTION 
Claim Rejections - 35 USC § 103 

The following is a quotation of 35 U.S.C. 103(a) which forms the basis for all 
obviousness rejections set forth in this Office action: 

(a) A patent may not be obtained though the invention is not identically disclosed or described as set 
forth in section 102 of this title, if the differences between the subject matter sought to be patented and 
the prior art are such that the subject matter as a whole would have been obvious at the time the 
invention was made to a person having ordinary skill in the art to which said subject matter pertains. 
Patentability shall not be negatived by the manner in which the invention was made. 

Claims 1-26 are rejected under 35 U.S.C. 103(a) as being unpatentable over 
Lindahl ("Risk-Return Hedging Effectiveness Measures for Stock Index Futures/ 1 The 
Journal of Futures Markets. New York: Aug 1991. Vol. 11. Iss.4; Pg 399, 11 pgs) in 
view of Malliaris ("Tests of Random Walk of Hedge Ratios and Measures of Hedging 
Effectiveness for Stock Indexes and Foreign Currencies." The Journal of Futures 
Markets. Hoboken: Feb 1991. Vol.11, Iss. ; Pg 55, 14 pages). 

Re Claim 1: Lindahl discloses a measure of hedging effectiveness comprising 
the steps of: 

• Determining a standard deviation of a hedged item (See abstract and 
Introduction) 

• Determining a standard deviation of a combination of said hedged item 
and a hedging vehicle (See abstract and Introduction) 

• Determining a ratio between the standard deviation of said hedged item 
and said standard deviation of said hedged item and said hedging vehicle 
(See abstract and introduction) 



Application/Control Number: 09/866,936 Page 3 

Art Unit: 3628 

Lindahl does not explicitly disclose the steps wherein said standard deviation of 
said hedged item, said standard deviation of said hedged item and a hedging vehicle, 
and the ratio between the two represent changes in value over a known time frame. 

Malliaris discloses a test of hedge ratios and measures of hedging effectiveness 
wherein it is implied that "hedges cannot consistently place perfect hedges and need to 
continuously readjust their hedges. This can be done by using appropriate 
computational methods that take into account the variable nature of the hedge ratio and 
the measure of hedging effectiveness (page 66)." Essentially this an admission that 
hedged items change over time, and for a hedge ratio to be truly effective, the change in 
value must be measured over time as well. 

It would have been obvious to someone skilled in the ordinary art at the time of 
invention to include the teachings of Malliaris to that of Lindahl, so a better estimate of 
hedge effectiveness can be achieved. The computational methods used by Malliaris to 
take into account the variable nature of the hedge ratio could easily be applied to the 
ratio disclosed by Lindahl and would provide a better indication of effectiveness than the 
static measure. 

Re Claim 2: Lindahl in view of Malliaris discloses the claimed method supra and 
while Malliaris does not explicitly disclose the step of determining a volatility measure as 
a complement to said ratio, Malliaris does hypothesize that volatility is an important 
factor that is ignored in many hedge ratios. The fact that hedges are variable over time 
is something that, according to Malliaris, must be factored into any test for effectiveness 
of hedge ratios (page 66). To do this, Malliaris suggests measuring changes in value 
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over time, which is essentially a measure of volatility. While not explicitly disclosing that 
a volatility measure is determined, it could very readily be determined with information 
available in the Malliaris method and further strengthen the current hypothesis. 

Re Claim 3: Lindahl in view of Malliaris discloses the claimed method supra and 
while the references do not explicitly disclose wherein said known time period is 
selected from the group of monthly, quarterly and yearly this step would be obvious 
because those are notoriously well known in the art as fractions of time in which 
financial instruments are measured. 

Re Claims 4-8: Lindahl in view of Malliaris discloses the claimed method supra 
and while the references do not explicitly disclose the steps of claims 4-8, applicant in 
his disclosure has admitted these claims as known prior art. These admissions include 

• Wherein effectiveness is determined when said ratio is below a known 
level (Page 2, Paragraph 0105; below 125%) 

• Wherein effectiveness is determined when said ratio is above a known 
level (Page 2, Paragraph 0105; above 80%) 

• Wherein said known level is based upon conventional financial 
considerations (Page 2, Paragraph 0105, Guideline provided by FASB) 

Since applicant has admitted that these steps were previously known in the art it 
would have been obvious to apply them in the same manner to Lindahl in view of 
Malliaris in order to determine the effectiveness of a hedge ratio. 
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Re Claims 8-14: Further system claims would have been obvious to perform 
previously rejected method claims 1-7 respectively and are therefore rejected using the 
same art and rationale. 

Re Claims 15-26: Lindahl in view of Malliaris has been shown in the previously 
rejected claims 1-7 to disclose the claimed invention. The references do not however 
discuss the automation of said invention. It would have been obvious to one having skill 
in the art at the time the invention was made to, since it has been held that broadly 
providing a mechanical or automatic means to replace manual activity which has 
accomplished the same result involves only routine skill in the art. In re Venner, 120 
USPQ 192. 

Conclusion 

Any inquiry concerning this communication or earlier communications from the 
examiner should be directed to Timothy M. Harbeck whose telephone number is 571- 
272-8123. The examiner can normally be reached on M-F 8:30-5:00. 

If attempts to reach the examiner by telephone are unsuccessful, the examiner's 
supervisor, Hyung S. Sough can be reached on 571-272-6799. The fax phone number 
for the organization where this application or proceeding is assigned is 571-273-8300. 
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Information regarding the status of an application may be obtained from the 
Patent Application Information Retrieval (PAIR) system. Status information for 
published applications may be obtained from either Private PAIR or Public PAIR. 
Status information for unpublished applications is available through Private PAIR only. 
For more information about the PAIR system, see http://pair-direct.uspto.gov. Should 
you have questions on access to the Private PAIR system, contact the Electronic 
Business Center (EBC) at 866-217-9197 (toll-free). 




